FISCAL NOTE

Bill #: SB 506 Title: Encourage dternative energy and dectrica
generation.
Primary
Sponsor:  John Cobb Status: Fnd Bill
Sponsor signature Date Chuck Swysgood, Budget Director Date
Fiscal Summary
FY 2002 FY2003
Difference Difference
Expenditures:
State Special Revenue $148,819 $148,819
Revenue:
Genera Fund ($894,983)
State Specia Revenue $148,819 $179,769
Net Impact on General Fund Balance: ($0) ($894,983)
Yes No Yes No
X Sgnificant Locd Gov. Impect X Technical Concerns
X Incduded in the Executive Budget X Sgnificant Long-Term Impacts
X Dedicated Revenue Form Attached X Family Impact Form Attached
Fiscal Analysis
ASSUMPTIONS:
General

1. The proposa amends the laws rdating to dternative energy sysems. In particular, this bill creates a specid
revenue account that will be used to provide loans to individuds and smal businesses for building
dternative enargy systems.  This loan program will fdl under the jurisdiction of the Depatment of
Environmenta Quadlity and will be funded by Air Qudity Non-compliance fees.

2. The proposad indudes exemptions for machinery and equipment used in qudifying generdtion facilities
from property taxation, extends and increases tax credits for dternaive energy systems, and increases the
tax credit for capitd expenditures for energy conserving invesments. Further, the hill alows cities and
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towns to create specid improvement didricts for the purchase, inddlaion, maintenance, and management
of dterndive energy production facilities.

Alternative Energy L oan Account

3.

The Depatment of Environmentd Qudity assumes 5-year loans with terms at 5% interest, 100% of
avalable funds will be loaned, and 100% of repayments will be recovered. The dternative energy loan
account will lend $133999 each year (Air Quaity non compliance fees of $148,819 — adminidraive
assessment of 10%). Repayment of FY02 loans will begin to be redized in FYQ3, for a repayment tota of
$30,950. The dternative energy revolving loan program will require the entire 10% administration costs
dlowed in the bill (Department of Environmental Qudity).

Revenueimpacts
PROPERTY TAX

4.

The Depatment of Environmentd Qudity projects inddlation of 150 generation systems under 1MW in
FY02, which includes anything being used for net metering. Each generdtion sysem under 1MW is
etimated to generate an average of 400kW, with an edtimated ingdlation costs of $1200/kW. Tota
property vaue of equipment exempted from taxation for sysems under IMW for FYQ3 is edimated a
$72,000,000 (Department of Environmental Quality).

The Depatment of Environmentd Qudity estimates systems that generate in excess of 1 megawatt will
total 50MW indaled in FY02, having totd inddlation costs of $1,0000(KW. The edimated vaue of
equipment exempt from taxation for systems generating over IMW is estimated to be $50,000,000 for FY03
(Department of Environmenta Qudity).

Commercia generation property is classified as class 13 property and has atax rate of 6%.

Noncommercid generation property is classified as class 8 property and has atax rate of 3%.

For purposes of this analyss, it is assumed that generation systems in excess of 1MW are commercia
generdion systems, classfied as class 13 with a tax rate of 6%. Also, assume generaion facilities tha
generate less than IMW are noncommercia facilities, classfied as class 8 with atax rate of 3%

Usng the aforementioned assumptions, generd fund property tax revenues under the proposal are estimated
to decrease in FY 03 by $218,160 ($72,000,000 x 3% x 101 mills) for (noncommercia) systems generating
under IMW, and by $303,000 ($50,000,000 x 6% x 101 mills) for (commercid) systems generaing in
excess of IMW. Under the proposd, totd loss in property tax revenue atributed to generation systems that
generate both in excess of IMW and less than IMW s estimated to be $521,160 ($218,160 + $303,000) in
FY 03. Of the tota edtimated impact of $521,160, the impact to the universty system is estimated to be
$30,960. Since it appears the base revenue estimate (HJR2) for property taxes did not anticipate the
growth in alter native ener gy investments these amounts are not included in the fiscal note.

INCOME CREDITS

10. The proposd indudes language tha specificdly includes generation feciliies as a type of facility tha

qudifies as new and expanding industry. Under current law, generdtion facilities are dready digible for the
tax benefits under this section for new and expanding, as wdl as new industry under 15-6-135, MCA.
Consdering that the proposd only adds dlarifying language to 15-24-1401 and 15-31-124, MCA, there are
not any estimated fiscal impacts associated with this section.

ENERGY-CONSERVATION CREDIT

11. In FY 01 there were 1,777 individuas taking the energy-conservation credit, totaling $132,907 in tax

savings.

12. The proposal increases the allowable energy-conservation credit on residential buildings from 5% of

expenditures up to a maximum credit of $150, to 25% of expenditures up to a maximum credit of $500;
and increases the dlowable credit on commercial buildings from 5% of expenditures up to amaximum
credit of $300 to 25% of expenditures up to a maximum credit of $500.
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13. Over the period 1994-1999 an average of 1,800 taxpayers took an average energy conservation credit of
$71, for an annud tota credit amount claimed of $131,000. Under thishill, an average of 3,000 taxpayers
will daim an average credit of $200 each year, for atotal amount of $600,000. This represents an
increase of $469,000 each year in totd credit claimed.

GEOTHERMAL SYSTEM CREDIT

14. Under current law, taxpayers are dlowed a credit for costs of ingtaling a geotherma energy system of up
to $250 per year for up to four years. In fisca 2001 there were 217 geotherma system credits claimed,
with credits totaling $41,230, for an average credit of $190.

15. Thisbill increases the alowable credit on geotherma systems from $250 per year for up to four years to
$1,500, which can be carried forward for up to 7 years. The Department of Environmenta Qudity
estimates the number of geothermal system claims to increase to 267 per year. The average credit clamed
by these taxpayers will be $900, for total annual credits of $240,300. This represents an increase of
$199,070 each year over current law.

NONFOSSIL GENERATION CREDIT

16. The proposa reenacts and increases the tax credit for new nonfossil energy generation from $250 to $500,
and provides for a carryforward period for these credits of up to 7 years. Based on assumptions provided by
the Department of Environmenta Quality for the annua number of new inddlations, and assuming each
ingdlation will qudify for and be able to used the entire $500 crediit, the following table shows the impact
of reingaing the nonfossi| energy credit a the levels provided for in the hill:

Type of System Number Instaled Credit Amount
Wind Energy Systems 50 $25,000

L ow-Emisson Wood

Or Biomass Stoves 50 $25,000
Photovoltaic Systems 50 $25,000
Hydroelectric Systems 1 $500
Total Additional Credit $75,500

COMMERCIAL OR NET METERING SYSTEM ALTERNATIVE ENERGY INVESTMENT CREDIT:
17. The proposd changes the section of current law referring to the wind generation investment credit, now

allowing the credit to be taken for investments in aternative energy systems. The proposa alows taxpayers

who invest in excess of $5,000 in acommercia or net metering aternative energy investment credit equd to
35% of the amount invested. The commercia or net metering system dternative energy investment credit is
extended to generation systemsthat convert energy sources using fue cells, geothermd systems, low
emission wood or biomass, wind, photovoltaic, geothermd, smal hydropower plants under 1 MW, and
other recognized nonfossil forms of energy generation.

18. Infiscad year 2000, there was $5,187 in wind powered generation investment credits taken by individuas,
and none taken by corporations.

19. For purposes of thisfiscd note, it is assumed that the combination of alowing dterndive energy sysems
to qudify for the credit and the rising costs of energy will increase the amount of generation credits taken
under this section of the proposal by 50%.

20. Holding dl dse congtant, using the assumption of an increase of 50% in credits taken in association with
the aternative energy credit generation; the amount in credit taken for commercia or net metering
systems dternative energy credit is estimated to increase the amount currently taken under this section for
wind generation credits by $2,594 ($5,187 x 50%) in FY 03.

21. Under the proposd, total commercid or net metering systems dternative energy investment credits are
estimated to be $7,781 ($5,187 + $2,594) in FY 03.
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WHOLESALE ENERGY TAX

22. The proposa dso includes language in 15-72-104, MCA that exempts wind turbines erected on state land
from the wholesde energy tax. Exempting wind turbines erected on state lands is estimated not to have
any impacts in the biennium because there are no current plans to develop wind generation systems on
date land, and it takes years of monitoring wind patterns to determine the feasibility of building such wind
systems.

Total Revenue Impact

23. The new dternative energy revolving loan account will receive an estimated $148,819 each year from air
qudity noncompliance fees, which currently are deposited into the sate generd fund (Department of
Environmental Qudity). Therefore, thereisalossto the state genera fund of $148,819 in FY 03.

24. Totd revenue to the general fund will decrease by ($894,983 (energy conservation credit $469,000 +
geotherma system credit $199,070 + nonfossil generation credit $75,500 + dternative energy investment
credit $2,594 + theloss of air quality noncompliance fees $148,819) in FY 03.

Expenditures

25. To comply with the proposd, the Department of Revenue will require 340 hours of contracted
programming time to insert and recal culate credits and deductionsin its database syslem. The onetime
expenditure for programming hoursis estimated to be $20,241 in FY 02. Since HB2 has been finished
without adjustment for thisitem it isanticipated the costs will be absorbed and ther efore are not
included in thefiscal note.

FISCAL IMPACT:

FY 2002 FY 2003
Difference Difference
Expenditures.
Operating Expenses — DEQ $14,820 $14,820
Loans— DEQ $133,999 $133,999
TOTAL $148,819 $148,819
Funding:
State Specia — Alt. Energy Loan $148,819 $148,819
TOTAL $148,819 $148,819
Revenues.
General Fund (01) 0 ($894,983)
State Special — Alt. Energy Loan $148,819 $179,769
Net Impact to Fund Balance (Revenue minus Expenditure):
General Fund (01) $0 ($894,983)
State Special — Alt. Energy Loan $0 $30,950

EFFECT ON COUNTY OR OTHER LOCAL REVENUES OR EXPENDITURES:

1. The Depatment of Environmenta Qudity projects inddlaion of 150 generdtion systems under 1MW in
FY02, which includes anything being used for net metering. Each generation sysem under 1MW is
edimated to generate an average of 400kW, with an estimated indtdlation costs of $1200/kW. Totd
property vadue of equipment exempted from taxation for sysems under IMW for FYO3 is edtimated a
$72,000,000 (Department of Environmental Quality).
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2.

The Depatment of Environmentd Qudity edtimates systems that generate in excess of 1 megawatt will
totd S50MW ingdled in FY02, having totd ingdlation costs of $1,0000KW. The edimated vaue of
equipment exempt from taxation for systems generating over IMW is estimated to be $50,000,000 for FY03
(Department of Environmenta Qudity).

Commercid generation property is classfied as class 13 property and has a tax rate of 6%. Noncommercd
generation property is classfied as class 8 property and has a tax rate of 3%. For purposes of this andyss,
it is assumed that generation systems in excess of IMW are commercid generdtion systems, classfied as
class 13 with a tax rae of 6%. Also, assume generation facilities that generate less than IMW are
noncommercid facilities, classified as class 8 with atax rate of 3%.

The FY 01 class 8 datewide average mill levy for locd governments taxing purposes, which includes
county, city, school, and miscelaneous mills is 323.64. The FY 01 dass 13 daewide average mill levy for
locdl governments taxing purposes, which includes county, city, school, and miscdlaneous millsis 218.43.

Usng the aforementioned assumptions, local government property tax revenues under the proposal are
estimated to decrease in FY 03 by $$699,062 ($72,000,000 x 3% x 323.64 mills) for (noncommercid)
systems generating under 1MW, and by $655,290 ($50,000,000 x 6% x 21843 mills) for (commercid)
gystems generdting in excess of IMW. Under the proposd, total loss in property tax revenue attributed to
generation systems that generate both in excess of IMW and less than IMW s estimated to be $1,354,352
($699,062 + $655,290) in FY 03.

LONG-RANGE IMPACTS:

1.

If use of the property tax exemption and income tax credits changed by the proposa remain a FY 03
levels, then future revenues for the state generd fund and loca governments will have the smilar fisca
impacts in succeeding years. However, the Department of Environmental Quality projects the ingtalation
of wind generation systemsin FY 03 to double (50 in FY 02 and 100 in FY 03), and estimates increasesin
fiscal impacts attributable to the proposa as additiona technologies such asfud cells become cost-
effective and gain grester usein the future.

The carry forward provisons for income tax credits in the proposa could have amultiplier effect on

future revenues, much of which is determined by the amount of tax ligbilities the individuas taking the

credit have in the year the credit is taken and the carry forward years. For example, assume 5 individuals
ingal ageneration system that qualifies for the dternative energy credit maximum $2,000in FY 02. Also
assume thet the 5 individuds have an income tax ligbility of $1,000 each year. Since the maximum credit
individuas can take in ayear isequd to theindividuds tax liability, so assumethe 5 individuds have a
combined credit amount taken in FY 03 of $5,000, and $5,000 in credit to carry forward. Now, assume 7
more individuas with the same $1,000 tax liability ingtdl qudifying systems (the next year) in FY 03.
Looking a FY 04, the tota impact will equa $7,000 from 7 individudsingaling sysemsin FY 03, and
$5,000 from the 5 individuals carrying forward the credit from the previous year; totaling $12,000 in FY

04

Depar'tment of Environmental Quality

3.

4.

Fiscd impact will increase as additiond technologies such as fud cdls become cogt-effective and gain
greater use.

L oan repayments will continue to increase each year. Assuming 100% of loans are issued and 100%
repaid, loan program can become sdf-sustaining in 5 years, reducing net impact on fund baance by up to
$3.4 million per year. If either of above assumption is less than 100%, reduction to net impact is scalable
according to percentage reductions.

Loss of future revenue anticipated from large windfarms assumed to be moderatdly significant from
increase of income tax credit from 35% to 40%. Expansion of this credit to other dternative energy
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systemsthat are not currently alowed the credit could result in more substantia loss of future revenue
long-term.

6. Assume 25MW windfarm x ingtaled cost of $1,000/KW = $25 million ingtaled cost. Assume income at
3,000 hrslyr. x 25MW x $50/MW-hr (highly volatile number to predict) = $3,750,000/yr. The net income
should be subgtantidly less than this amount, and would be subject to the 5% incrementd credit authorized
inthishill. Assuming net income a $500,000 to $1,500,000 would yield afisca impact range of $25,000 to
$75,000 per facility.

TECHNICAL NOTES:

Department of Revenue

1. The proposd includes language specificaly including generation facilities as a type of facility quaifying
as new and expanding industry in 15-24-1402. In the past, generation facilities have been included in new
and expanding, aswell as new industry under 15-6-135. Hence, the generation facilities under current law
are dready digible for the tax benefits described in 15-32-103 and 15-32-1009.

2. Section 6 exempts machinery and equipment used in quaifying generating facilities from taxation. The
confuson is tha it does not define what is a "qudifying generdion facility”. Subsection (2)(b) dtaes that in
order to qudify for the exemption the generdtion facility may (emphasis added) include those powered by
water, solar energy, fossl fuds biomass, geothermd, fud cels or wind.  As written, any generaing facility
except nuclear powered generators qudifies for the exemptions. If the intent is to exempt equipment from al
new generation facilities except nuclear power then it is written correctly. If this is not the case then
language that is more specific is needed to exempt only equipment used in the facilities intended for the
exemption.  In addition, it is not clear whether this exemption is granted to commercid generators or nor:
commercia generators or both.




